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Honorable Donna Mercado Kim
President of the Senate
Twenty-Seventh State Legislature
Regular Session of 2014

State of Hawaii

Madam:

Your Committee on Ways and Means, to which was referred H.B.
No. 1704, H.D. 1, entitled:

"A BILL FOR AN ACT RELATING TO RESEARCH ACTIVITIES,"
begs leave to report as follows:

The purpose and intent of this measure is to clarify the
method of calculating the state tax credit for research
activities.

More specifically, this measure provides that,
notwithstanding contrary provisions of the Internal Revenue Code,
the amount of the state tax credit for research activities shall
be calculated based on all qualified research expenses for the
taxable year, instead of on the increase in expenses over those
incurred in past years.

The High Technology Development Corporation; The Chamber of
Commerce of Hawaii; Cardax, Inc.; Oceanit Laboratories Inc.; nine
individuals on behalf of Navatek, Ltd.; and sixty-six individuals
provided testimony in support of this measure. The Department of
Taxation provided testimony in opposition to this measure. The
Tax Foundation of Hawaii and one individual provided comments.

Your Committee finds that Act 270, Session Laws of Hawaii
2013, reinstated the state tax credit for research activities.
However, Act 270 deleted language from section 235-110.91, Hawaii
Revised Statutes, related to the calculation of the tax credit.
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This measure is intended to clarify the method for calculating the
tax credit. Your Committee notes that the Department of Taxation
has expressed concerns that this measure will make administering
the tax credit more difficult and complex and that the department
may lack the personnel and resources to address this increased
complexity.

Your Committee has amended this measure by:

(1) Appropriating funds for the Department of Taxation to
establish one full-time, permanent compliance specialist
position to assist with the administration of the tax
credit; and

(2) Making technical nonsubstantive amendments for the
purposes of consistency, clarity, and style.

As affirmed by the record of votes of the members of your
Committee on Ways and Means that is attached to this report, your
Committee is in accord with the intent and purpose of H.B.

No. 1704, H.D. 1, as amended herein, and recommends that it pass
Second Reading in the form attached hereto as H.B. No. 1704,
H.D. 1, S$.D. 1, and be placed on the calendar for Third Reading.

Respectfully submitted on

behalf of the members of the
Committee on Ways and Means,

DAVID YQ\IG_E/Cha
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The Senate
Twenty-Seventh Legislature
State of Hawai‘i
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